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SUMMARY OF MATERIAL CHANGES [Item 2] 

 

 
This Item is used to provide our clients with a summary of material changes to the 
Brochure.  We do not deem there to be any material changes in this Brochure dated March 
30, 2017.  
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ADVISORY BUSINESS [Item 4] 
 
Principal Owners  

 
Founded in late 1995, Pzena Investment Management, LLC (“PIM”) is a value-oriented 
investment management firm with a long-term record of investment excellence and 
exceptional client service. We believe that we have established a positive, team-oriented 
culture that enables us to attract and retain very qualified people.  Since our founding, we 
have built a diverse, global client base of respected and sophisticated institutional investors, 
high net worth individuals, mutual funds, private investment funds, and select third-party 
distributed mutual funds for which we act as sub-investment adviser. 

PIM is principally owned by its Founder, Richard S. Pzena, who is currently PIM’s CEO, 
Co-Chief Investment Officer and a Managing Principal. Pzena Investment Management, 
Inc., a NYSE-listed company, is the sole managing member of PIM, which is its operating 
company. 
 
Types of Advisory Services  

 
PIM manages investment portfolios for endowments, foundations, state and municipal 
government entities, partnerships, corporations, investment companies, public funds, 
pension trusts, profit-sharing plans, high net worth individuals, and pooled funds located 
in the United States and in select foreign jurisdictions.  PIM offers advice on equity 
securities, including exchange-listed securities, securities traded over-the-counter and 
foreign issues. 
 
Investment Restrictions  

 
Clients may impose guidelines and restrictions on their accounts, however, all client 
guidelines and/or restrictions are reviewed prior to investing a portfolio to be sure that there 
are no issues which will prohibit PIM from managing the portfolio according to our 
investment strategy.  
 
Assets Under Management  

 

PIM had assets under management of approximately $30.0 billion as of December 31, 
2016.   
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FEES AND COMPENSATION [Item 5] 

 
Fee Schedules  

 

PIM’s investment management fees for separately managed accounts generally are charged 
quarterly.   
 
PIM generally offers the following fourteen portfolio strategies:  
 

1. Large Cap Focused Value 
2. Focused Value 
3. Small Cap Focused Value 
4. Mid Cap Focused Value 
5. U.S. Best Ideas Value 
6. Long/Short Value 
7. Global Focused Value 
8. Emerging Markets Focused Value 
9. International (ex-U.S.) Focused Value 
10. European Focused Value 
11. Large Cap Expanded Value 
12. Mid Cap Expanded Value 
13. International (ex-U.S.) Expanded Value 
14. Global Expanded Value 

 
PIM’s standard fee schedule is asset-based and, for all of its services except the Small Cap 
Focused Value service, U.S. Best Ideas Value service, and Long/Short Value service, 
includes breakpoints.  PIM’s current standard annual fee schedule for Large Cap Focused 
Value accounts ranges from 0.35% to 0.70% of managed assets.  For Large Cap Focused 
Value accounts under the $10,000,000 minimum, the annual fee is 1.0% of managed assets 
subject to a maximum annual fee of $70,000. PIM’s current standard annual fee schedule 
for Focused Value accounts ranges from 0.50% to 1.0% of managed assets.  For Focused 
Value accounts under the $10,000,000 minimum, the annual fee is 1.5% of managed assets 
subject to a maximum annual fee of $100,000.  PIM’s current standard annual fee schedule 
for Small Cap Focused Value accounts is 1.0% of managed assets. For Small Cap Focused 
Value accounts under the $10,000,000 minimum, the annual fee is 1.5% of managed assets 
subject to a maximum annual fee of $100,000.  PIM’s current standard annual fee schedule 
for Mid Cap Focused Value accounts ranges from 0.50% to 1.0% of managed assets.  For 
Mid Cap Focused Value accounts under the $10,000,000 minimum, the annual fee is 1.5% 
of managed assets subject to a maximum annual fee of $100,000.  PIM’s current standard 
annual fee schedule for U.S. Best Ideas Value accounts is 1.0% of managed assets.  PIM’s 
current standard annual fee schedule for Long/Short Value managed accounts is 1.5% of 
managed assets.  PIM’s current standard annual fee schedule for Global Focused Value 
managed accounts ranges from 0.55% to 1.0% of managed assets. PIM’s current standard 
annual fee schedule for Emerging Markets Focused Value managed accounts ranges from 
0.70% to 1.0% of managed assets.  PIM’s current standard annual fee schedule for 
International (ex-U.S.) Focused Value managed accounts ranges from 0.50% to 0.75% of 
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managed assets.    PIM’s current standard annual fee schedule for European Focused Value 
managed accounts ranges from 0.40% to 0.75% of managed assets.  PIM’s current standard 
annual fee schedule for Large Cap Expanded Value accounts ranges from 0.25% to 0.50% 
of managed assets.  PIM’s current standard annual fee schedule for Mid Cap Expanded 
Value accounts ranges from 0.40% to 0.50% of managed assets.    PIM’s current standard 
annual fee schedule for International (ex-U.S.) Expanded Value managed accounts ranges 
from 0.35% to 0.55% of managed assets.  PIM’s current standard annual fee schedule for 
Global Expanded Value managed accounts ranges from 0.35% to 0.55% of managed assets.  
Generally, fees are not negotiable; however, individual portfolio considerations, 
investment size and timing of opening have caused PIM to negotiate different fee 
arrangements from time to time.  The fees that are paid to PIM as sub-adviser to its mutual 
fund clients are set forth in each fund’s registration statement. 
 
In certain circumstances (depending on the size of the account and the terms of the fee 
schedule), PIM also manages accounts under performance-based fee arrangements in 
reliance upon Rule 205-3 under the Investment Advisers Act of 1940.  Clients who are 
subject to performance fees will be qualified clients within the meaning of Rule 205-3.  
Under each of its existing performance-based fee arrangements, PIM receives a discounted 
annual asset-based advisory fee and, if the account outperforms a specified benchmark or 
index over a specified time period, an additional fee based upon a percentage of the 
outperformance is earned.  Certain of such arrangements also include a specified annual 
maximum combined fee.  These arrangements may result in a total annual fee that is higher 
than our standard annual asset-based fees.  
 
Clients whose cash balances are invested in money market funds with their selected 
custodian should be aware that most money market funds assess a management fee as an 
expense to shareholders.  Any such money market management fee would be in addition 
to the advisory fee payable to PIM on account of such assets.    
 
PIM is adviser or sub-adviser to twenty mutual funds registered under the Investment 
Company Act of 1940.  Under the sub-advisory contracts approved by the trustees and/or 
directors of each of these funds, PIM manages the investments of such funds; furnishes 
them with advice regarding the purchase and sale of portfolio securities; furnishes them 
with research, economic and statistical data in connection with fund investments and 
investment policies; submits reports relating to the valuation of fund securities; maintains 
certain books and records with respect to the fund’s securities transactions; and either 
exercises or consults on the exercise of voting rights, subscription rights, rights to consent 
to corporate action and any other rights pertaining to fund assets.  In exchange for these 
services, PIM receives an annual fee from the adviser to each fund (and not from the fund’s 
shareholders) that is payable on an annualized basis and calculated as a percentage of the 
applicable fund’s average net assets. 
 
PIM also serves as investment manager for privately-offered funds, some of which are 
incubator funds that are managed by PIM and primarily owned by PIM and certain of its 
owners, employees and affiliated persons.  Other privately-offered funds are open for 
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investment to PIM’s employees and their families.  Please see the funds’ offering 
documents for information regarding management fees. 
 
PIM also manages (1) an open-ended investment company with variable capital 
incorporated in Ireland and established as an umbrella fund with segregated liability 
between sub-funds that is qualified as a UCITS; (2) a Delaware statutory trust; (3) an 
Illinois collective investment trust; (4) an Illinois group trust; and (5) an Australian 
registered managed investment scheme. Please see the funds’ or trusts’ offering documents 
for information regarding management fees. 
 
Deduction of Fees  
 

Generally, PIM does not deduct fees from client assets.  However, in certain circumstances, 
we may do so when authorized. 
 

Other Fees and Expenses 

 
In addition to the management fee, clients may pay other fees and expenses in connection 
with PIM’s advisory services.  Such expenses may relate to custodian fees or mutual fund 
expenses, brokerage and other transactions costs.  Clients are responsible for all other 
expenses. Please see the section entitled “Brokerage Practices” for further information. 
 
Prepaid Fees  

 
PIM does not require clients to prepay fees in advance; however, clients may choose to do 
so.  When a client closes his, her, or its account, management fees are prorated to the 
termination date and the client receives a refund of the portion of any prepaid management 
fee that is not earned. 
 
 

PERFORMANCE-BASED FEES AND SIDE-BY-SIDE MANAGEMENT [Item 6] 

 
PIM recognizes that incentive compensation associated with performance-based fee 
arrangements creates the risk for potential conflicts of interest. A performance-based fee 
structure may create an inherent pressure to allocate investments having a greater potential for 
higher returns to accounts of those clients paying the higher performance fee.  To prevent 
conflicts of interest associated with managing accounts with different compensation 
structures, PIM generally requires portfolio decisions to be made on a strategy-specific basis. 
PIM also requires pre-allocation of all client orders based on specific fee-neutral criteria.  
Additionally, PIM requires average pricing of all aggregated orders. Finally, PIM has adopted 
a policy prohibiting portfolio managers (and all employees) from placing the investment 
interests of one client or a group of clients with the same investment objectives above the 
investment interests of any other client or group of clients with the same or similar investment 
objectives. 
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TYPES OF CLIENTS [Item 7] 

 

PIM manages investment portfolios for endowments, foundations, state and municipal 
government entities, partnerships, corporations, investment companies, public funds, 
pension trusts, profit-sharing plans, high net worth individuals, and pooled funds located 
in the United States and in several foreign jurisdictions including, but not limited to, 
Canada, Australia, the United Kingdom, Luxembourg, and Ireland.   
 

PIM typically imposes a $10,000,000 account opening minimum on all accounts but offers 
smaller accounts subject to available service capacity.  Depending on individual 
circumstances (including the size, portfolio service and opening date of the account), PIM 
may impose a different minimum on opening accounts, in its discretion.  
 

 

METHODS OF ANALYSIS, INVESTMENT STRATEGIES AND RISK OF LOSS 

[Item 8]  

 

General Description 

 
PIM's investment decision-making is disciplined and systematic and based on 
comprehensive earnings forecasts and resulting company value as more particularly 
described below.   
 
PIM's investment management activities are based on a classic value approach to investing, 
i.e., constructing portfolios of securities that are undervalued relative to their long-term 
earnings power.  PIM's decisions are largely driven by its own investment research findings 
as supplemented by research obtained from brokerage and other firms.  
 
PIM's Portfolio Managers and in-house Research Analysts do fundamental market research 
and draw on diverse sources of information such as company reports, research from brokers 
or other investment managers, press releases, prospectuses, Securities and Exchange 
Commission filings, financial and trade newspapers and magazines, government and trade 
association data, scholarly journals, on-line quotation services and databases compiled by 
government agencies and others, and meetings with management, suppliers, clients, 
competitors and industry consultants.   
 
PIM follows a disciplined investment process to implement its classic value philosophy.   
First, we rank, from cheapest to most expensive on the basis of price-to-normalized 
earnings, the companies within the universe applicable to the portfolio strategy selected by 
the client.  American and Global Depository Receipts (ADRs and GDRs) and U.S. traded 
foreign securities are included in all PIM universes. 
 
The investment team then screens stocks that are among the most undervalued segment of 
the applicable universe.  Research priority is given to the cheapest stocks that also offer 
portfolio diversification benefits.   After completing our initial screening, we perform 
rigorous, in-depth analysis that often includes discussions with senior company 
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management and/or on-site visits.  Once we are committed to engaging in a research project 
on a company, our analysts are asked to approach each situation with the following 
question in mind, “would we buy the entire business at the current price?”  We refine our 
earnings model, develop a final estimate of normalized earnings, and make a final 
investment decision.  At this stage of the process, normalized earnings is the earnings level 
we expect the company to be able to generate within the next five years given their industry 
position and our judgment as to management’s ability to successfully implement their 
strategic plans.  
 
PIM continually monitors and evaluates each position.  Once a stock is added to a portfolio, 
we assess each new piece of information with the question, “did we get it right?”   While 
the average holding period is approximately three years, the information available on a 
periodic basis gives us an ongoing scorecard to assess whether our expectations for a return 
to normal earnings are being met.  Our sell discipline is ultimately guided by the same 
ranking system with which we originally screened the universe.  We generally will sell a 
security when it reaches fair value, there are more attractive opportunities, or there is a 
change in company fundamentals.   In this way, we can avoid emotional inputs, and focus 
on the pure valuation level of each company 
 
If an account agreement permits, PIM may use margin for client tax planning, to cover 
client cash needs and for other purposes.   Whether or not an account agreement permits 
margin transactions is in the sole discretion of the client.  Typically, the use of margin is 
short-term or temporary in nature. 
 
PIM generally offers fourteen portfolio strategies, as follows: 
 

Pzena Large Cap Focused Value Service 

This strategy reflects a portfolio composed of approximately 30-40 stocks drawn generally 
from a universe of 500 of the largest U.S. listed companies, based on market capitalization.  
 

Pzena Focused Value Service 

This strategy reflects a portfolio composed of approximately 30-40 stocks drawn generally 
from a universe of 1,000 of the largest U.S. listed companies, based on market 
capitalization. 
 
Pzena Small Cap Focused Value Service 

This strategy reflects a portfolio composed of approximately 40-50 stocks drawn generally 
from a universe of U.S. listed companies ranked from the 1,001st to 3,000th largest, based 
on market capitalization.  
 
Pzena Mid Cap Focused Value Service 

This strategy reflects a portfolio composed of approximately 30-40 stocks drawn generally 
from a universe of U.S. listed companies ranked from the 201th to 1,200th largest, based 
on market capitalization.  
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Pzena U.S. Best Ideas Value Service 

This strategy reflects a portfolio composed of approximately 15-25 stocks drawn generally 
from a universe of 3,000 of the largest U.S. listed companies, based on market 
capitalization.  
 
Pzena Long/Short Value Service 

This strategy reflects a portfolio composed of approximately 60-100 long and 40-100 short 
stock positions drawn generally from a universe of 1,000 of the largest U.S. listed 
companies, based on market capitalization.  
 

Pzena Global Focused Value Service 

This strategy reflects a portfolio composed of approximately 40-60 stocks drawn generally 
from a universe of 2,000 of the largest companies across the world, based on market 
capitalization. 
 
Pzena Emerging Markets Focused Value Service 

This strategy reflects a portfolio composed of approximately 40-80 stocks drawn generally 
from a universe of 1,500 of the largest emerging market companies, based on market 
capitalization.   
 
Pzena International (ex-U.S.) Focused Value Service 

This strategy reflects a portfolio composed of approximately 30-50 stocks drawn generally 
from a universe of 1,500 of the largest companies across the world excluding the United 
States, based on market capitalization. 
 

Pzena European Focused Value Service 

This strategy reflects a portfolio composed of approximately 40-50 stocks drawn generally 
from a universe of 750 of the largest European companies, based on market capitalization.  
 

Pzena Large Cap Expanded Value Service 

This strategy reflects a portfolio composed of approximately 50-80 stocks drawn generally 
from a universe of 500 of the largest U.S. listed companies, based on market capitalization.  
 
Pzena Mid Cap Expanded Value Service 

This strategy reflects a portfolio composed of approximately 50-80 stocks drawn generally 
from a universe of U.S. listed companies ranked from the 201th to 1,200th largest, based 
on market capitalization. 
 
Pzena International (ex-U.S.) Expanded Value Service 

This strategy reflects a portfolio composed of approximately 60-80 stocks drawn generally 
from a universe of 1,500 of the largest companies across the world excluding the United 
States, based on market capitalization.  
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Pzena Global Expanded Value Service 

This strategy reflects a portfolio composed of approximately 60-95 stocks drawn generally 
from a universe of 2,000 of the largest companies across the world, based on market 
capitalization.  
 

Material Risks for Significant Investment Strategies  

 

There can be no assurance that PIM will achieve its investment objective.  PIM’s 
assessment of the short-term or long-term prospects of investments may not prove accurate.  
No assurance can be given that any investment or trading strategy implemented by PIM on 
behalf of its clients will be successful and, because of the speculative nature of PIM’s 
investment and trading strategy, there is a risk that investors may suffer a significant loss 
of their invested capital.  The following list of risk factors does not purport to be a complete 
enumeration or explanation of the risks involved in investing with PIM.  Prospective clients 
should read PIM’s ADV Part 1 & 2 and consult with their own advisers before engaging 
PIM.  An investment with PIM should only be made as a supplement to an overall 
investment program and only by investors able to undertake the risks involved. 
 
Market Risk.  The possibility that PIM’s investments in equity securities will lose value 
because of declines in the stock market, regardless of how well the companies in which 
PIM invests perform.  This risk also includes the risk that the stock price of one or more of 
the companies in a client’s portfolio will fall, or fail to increase.  A company’s stock 
performance can be adversely affected by many factors, including general financial market 
conditions and specific factors related to a particular company or industry.  This risk is 
generally increased for companies in developing markets, which tend to be more vulnerable 
to adverse developments. 
 
Value Investing Risk.  PIM generally invests in companies after they have experienced, or 
are expected by the market to soon experience, a shortfall in their historic earnings, due to 
an adverse business development, management error, accounting scandal or other 
disruption, and before there is clear evidence of earnings recovery or business momentum.  
While investors are generally less willing to invest when companies lack earnings 
visibility, PIM’s classic value investment approach seeks to capture the return that can be 
obtained by investing in a company before the market has confidence in its ability to 
achieve earnings recovery.  However, this investment approach entails the risk that the 
companies included in PIM’s investments are not able to execute as PIM had expected 
when PIM originally invested in them, thereby reducing the performance of PIM’s 
strategies.  In addition, during certain time periods, market dynamics may favor “growth” 
or “momentum” stocks.  Disciplined adherence to a “value” investment mandate during 
such periods can result in significant underperformance relative to overall market indices 
and other managed investments that pursue growth style investments and/or flexible equity 
style mandates. 
 
Portfolio Turnover.  PIM has not placed any limit on the rate of portfolio turnover and 
portfolio securities may be sold without regard to the time they have been held when, in 
the opinion of PIM, investment considerations warrant such action.  A higher rate of 
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portfolio turnover involves correspondingly greater expenses than a lower rate and may 
result in taxable costs for investors depending on the tax provisions applicable to such 
investors. 
 
Investment Selection.  PIM may select investments in part on the basis of information and 
data filed by the issuers of such securities with various government regulators or made 
directly available to the PIM by the issuers of securities or through sources other than the 
issuers.  Although PIM will evaluate all such information and data and seeks independent 
corroboration when PIM considers it appropriate and when it is reasonably available, PIM 
will not be in a position to confirm the completeness, genuineness or accuracy of such 
information and data, and in some cases, complete and accurate information will not be 
readily available. 
 
Concentration of Investments.  At times, if PIM invests up to the maximum permitted under 
its investment restrictions in the securities of single issuers and/or in economic sectors this 
concentration and lack of diversification relative to a client’s portfolio could mean that a 
loss in any one such position or a downturn in a sector in which PIM is invested could 
materially reduce a portfolio’s performance.  Thus, any substantial investment by PIM 
relative to overall assets in the securities of a single issuer or the concentration of PIM’s 
investments in a particular industry may increase the level of risk. 
 
Limited Capitalization Companies.  Where applicable, PIM may invest a significant 
portion of a portfolio’s assets in company securities with limited market capitalizations.  
While PIM believes these companies often provide significant potential for appreciation, 
these securities involve higher risks in some respects than do investments in securities of 
large companies.  For example, prices of small-capitalization and even medium-
capitalization securities are often more volatile than prices of large-capitalization 
securities.  The risk of bankruptcy or insolvency of many smaller capitalized companies 
(with the attendant losses to investors) is higher than for larger, “blue-chip” companies.  In 
addition, since PIM’s position in these investments are often substantial, even partial sales 
of a substantial position into the market may cause the market price of PIM’s investment 
to decline and there is the risk that PIM may be unable to find willing purchasers for such 
investments when PIM decides to sell them. 
 
Foreign Investment Risks Generally.  Investment in foreign issuers or securities principally 
traded overseas may involve certain special risks due to foreign economic, political, social 
and legal developments, including favorable or unfavorable changes in currency exchange 
rates, exchange control regulations (including currency blockage), expropriation of assets 
or nationalization, imposition of withholding taxes on dividend or interest payments, and 
possible difficulty in obtaining and enforcing judgments against foreign entities.  
Furthermore, issuers of foreign securities are subject to different, often less comprehensive 
accounting reporting and disclosure requirements than domestic issuers.  The securities of 
some foreign governments and companies and foreign securities markets are less liquid 
and at times more volatile than comparable U.S. securities and securities markets.  Foreign 
brokerage commissions and other fees are also generally higher than in the United States.  
The laws of some foreign countries may limit PIM’s ability to invest in securities of certain 
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issuers located in these foreign countries.  There are also special tax considerations that 
apply to securities of foreign issuers and securities principally traded overseas.  Investors 
should also be aware that under certain circumstances, markets that are perceived to have 
similar characteristics to troubled markets may be adversely affected whether or not 
similarities actually exist.  Since foreign securities often are purchased with and payable in 
currencies of foreign countries, the value of these assets as measured in U.S. dollars may 
be affected favorably or unfavorably by the changes in currency rates and exchange control 
regulations.  Some currency exchange costs may be incurred when PIM changes 
investments from one country to another.  Currency exchange rates may fluctuate 
significantly over short periods of time.  They generally are determined by the forces of 
supply and demand in the foreign markets and the relative merits of investments in different 
countries, actual or perceived changes in interest rates and other complex factors, as seen 
from an international perspective.  Currency exchange rates can also be affected 
unpredictably by intervention by U.S. or foreign governments or central banks (or the 
failure to intervene) or by currency controls or political developments in the United States 
or abroad. 
 
Emerging Markets.  The risks of foreign investments described above apply to an even 
greater extent to investments in emerging markets.  Where applicable, PIM may seek to 
exploit inefficiencies in the less developed equity markets.  The economies of these 
markets may differ significantly from the economies of certain developed countries in such 
respects as GDP or GNP, rate of inflation, currency depreciation, capital reinvestment, 
resource self-sufficiency, structural unemployment and balance of payments position.  In 
particular, these economies may experience high levels of inflation.  In addition, such 
countries may have:  restrictive national policies that limit PIM’s investment opportunities; 
limited information about their issuers; a general lack of uniform accounting, auditing and 
financial reporting standards, auditing practices and requirements compared to the 
standards of developed countries; less governmental supervision and regulation of business 
and industry practices, stock exchanges, brokers and listed companies; favorable economic 
developments that may be slowed or reversed by unanticipated political or social events in 
such countries; or a lack of capital market structure or market-oriented economy.  Systemic 
and market factors may affect the acquisition, payment for or ownership of investments 
including:  (a) the prevalence of crime and corruption; (b) the inaccuracy or unreliability 
of business and financial information; (c) the instability or volatility of banking and 
financial systems, or the absence or inadequacy of an infrastructure to support such 
systems; (d) custody and settlement infrastructure of the market in which such investments 
are transacted and held; (e) the acts, omissions and operation of any securities depository; 
(f) the risk of the bankruptcy or insolvency of banking agents, counterparties to cash and 
securities transactions, registrars or transfer agents; and (g) the existence of market 
conditions which prevent the orderly execution of settlement of transactions or which affect 
the value of assets.  Different clearance and settlement procedures may prevent PIM from 
making intended security purchases causing PIM to miss attractive investment 
opportunities and possibly resulting in either losses to or contract claims against PIM.  The 
securities markets of many of the countries in which PIM may invest may also be smaller, 
less liquid, and subject to greater price volatility than in developed securities markets.  
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PIM’s securities may be denominated in a variety of currencies subject to changes in 
currency exchange rates and in exchange control regulations. 
 
Political Considerations.  Since PIM invests in both U.S. and non-U.S. markets, the 
companies that PIM invests in may be affected by domestic and international political, 
social and economic conditions, any of which could negatively impact PIM’s investment 
performance.  There may be, for example, risk of nationalization, sequestration of assets, 
expropriation or confiscatory taxation, currency blockage or repatriation, changes in 
government policies or regulations, political, religious or social instability or diplomatic or 
political developments and changes.  Any one or more of these factors could adversely 
affect the economies and markets of such countries that in turn could affect the value of 
PIM’s investments in their respective markets.  Additionally, the political stability of some 
of the countries in which the less developed securities and/or derivatives markets operate 
could be even more volatile from that of certain developed countries and such risks may 
be heightened. 
 
Liquidity Risk.  Illiquidity in certain markets could make it difficult for PIM to liquidate 
positions on favorable terms, thereby resulting in losses.  
 
Short Sales Risk.  A short sale is the sale of a security which one does not own in 
anticipation of purchasing the same security in the future at a lower price to close the short 
position.  A short sale will be successful if the price of the shorted security decreases. 
However, if the underlying security goes up in price during the period in which the short 
position is outstanding, investors in the Long/Short Value Service may realize a loss. The 
risk on a short sale is unlimited because the shorted security must be bought at the higher 
price to complete the transaction. Therefore, short sales may be subject to greater risks than 
investments in long positions. 
 
Participatory Note Risk. Participatory Notes (“P-Notes”) are a type of equity-linked 
derivative which generally are traded over-the-counter. Even though a P-Note is intended 
to reflect the performance of the underlying equity security, the performance of a P-Note 
will not replicate exactly the performance of the issuers or markets that the P-Note seeks 
to replicate due to transaction costs and other expenses.  Investments in P-Notes involve 
risks normally associated with a direct investment in the underlying securities.  In addition, 
P-Notes are subject to counterparty risk, which is the risk that the broker-dealer or bank 
that issues the P-Notes will not fulfill its contractual obligation to complete the transaction. 
 
 

DISCIPLINARY INFORMATION [Item 9]  

 

PIM has no disciplinary history to report. 
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OTHER FINANCIAL INDUSTRY ACTIVITIES AND AFFILIATIONS [Item 10] 

 

Pzena Financial Services, LLC (“PFS”), an affiliated entity of PIM under common control, 
is a broker/dealer registered with FINRA and SIPC.  Certain employees of PIM are licensed 
registered representatives of PFS.  PFS does not engage in the execution of securities 
transactions for PIM or any other entity; its activities are limited to marketing private funds 
and mutual funds managed or advised by PIM.   
 
 
CODE OF ETHICS, PARTICIPATION OR INTEREST IN CLIENT 

TRANSACTIONS AND PERSONAL TRADING [Item 11] 

 

PIM has adopted written policies and procedures for allocation and aggregation of trades 
of securities that include provisions to avoid trading actions by proprietary and affiliated 
accounts that could result in an unfair or improper disadvantage to other client accounts.  
Such policies generally require proprietary and affiliated accounts that are managed by 
PIM to wait 1 day before effectuating trades in securities that are also being traded or 
recommended for client accounts unless certain exceptions apply and/or certain conditions 
are met.  Exceptions include trade orders done through PIM's desk that are filled according 
to PIM's standard client order implementation, rotation and allocation process; trades done 
in connection with specific tax strategies or changes in cash flow; trades done at prices that 
are above (for buys) or below (for sells) trade limits placed on client orders; and trades 
done as part of a written, structured gifting program.  A copy of PIM's current trade 
allocation and aggregation policies is available to clients by writing to PIM at 320 Park 
Avenue, 8th Floor, New York, New York 10022 or to berger@pzena.com. 
 
Except in limited circumstances, principal trades are not done by PIM or any related 
person. Some of the client accounts managed by PIM on a discretionary basis are accounts 
of employees and close relatives. Additionally, the members of the firm’s Executive 
Committee have invested in their individual capacities in an unaffiliated private fund.  
Their participation is outside the scope of their employment by PIM and does not impact 
their business on behalf of PIM or its clients.   
 
PIM's members and employees may from time to time acquire or sell for their personal 
accounts securities that may also be purchased or sold for the accounts of PIM's clients.  
PIM has adopted a written Code of Business Conduct and Ethics designed to prevent and 
detect personal trading activities that may interfere or be in conflict with client interests or 
our current investment strategy.   This Code of Business Conduct and Ethics generally 
requires that all transactions in securities by PIM’s employees, their spouses and immediate 
family members who reside in the same household, whether or not such securities are 
purchased or sold on behalf of our clients, be cleared prior to execution by appropriate 
compliance personnel.  Securities transactions for employees’ personal accounts also are 
subject to monthly/quarterly reporting requirements, and quarterly and annual certification 
requirements.   
 



  

 13

In addition, the Code of Business Conduct and Ethics sets forth standards of business 
conduct that reflect PIM’s fiduciary obligations and those of its supervised persons.  The 
Code of Business Conduct and Ethics requires that PIM employees act with honesty and 
integrity, adhere to the highest ethical standards and comply with applicable federal 
securities laws.  To that end, the Code of Business Conduct and Ethics contains a section 
entitled “Conflicts of Interest,” which requires that employees avoid conflicts as well as 
situations that have the appearance of conflict or impropriety.  Moreover, certain policies 
such as the Insider Trading policy, which forbids employees from trading, either personally 
or on behalf of others (including mutual funds and private accounts managed by any such 
employees), on the basis of material non-public information and also from communicating 
material non-public information to others in violation of the law, are incorporated by 
reference into the Code of Business Conduct and Ethics. The Code of Business Conduct 
and Ethics also contains prohibitions and limitations as well as reporting requirements 
regarding the provision and receipt of gifts and entertainment by PIM personnel.  
  
PIM’s Code of Business Conduct and Ethics also requires that employees obtain written 
approval from the Chief Compliance Officer prior to serving (i) on the board of directors 
or trustees of a publicly-traded corporation or business entity; (ii) in any advisory 
committee positions for any business, government or charitable entity where the members 
of the committee have the ability or authority to affect or influence the selection of 
investment managers or the selection of the investment of the entity’s operating, 
endowment, pension or other funds; or (iii) in any positions on the board of directors, 
trustees or any advisory committee of a PIM client or any potential client who is actively 
considering engaging PIM’s investment advisory services.  Employees are required to 
report any violations of the Code of Business Conduct and Ethics and of applicable federal 
securities laws and they are encouraged to consult the Chief Compliance Officer with 
respect to any transaction that may violate the Code of Business Conduct and Ethics. A 
copy of PIM’s Code of Business Conduct and Ethics is available to clients and prospective 
clients on our website: www.pzena.com, or by writing to PIM at 320 Park Avenue, 8th 
Floor, New York, New York 10022 or to berger@pzena.com. 
 
When securities are purchased or sold for any proprietary funds, those equity trades are 
subject to PIM's Trade Allocation and Aggregation Policies and Procedures.  Such 
procedures are designed to ensure that no action taken by PIM or any of its principals, 
officers, employees, or affiliated entities would disadvantage its non-proprietary client 
accounts or advantage those proprietary accounts at the expense of such non-proprietary 
client accounts.   
 
Conflicts of Interest 

 
PIM and its affiliates may act as investment adviser or sub-adviser to a variety of mutual 
fund, separate account and hedge fund clients.  The activities and interests of the firm and 
its personnel include potential multiple advisory, transactional, financial and other interests 
in securities, instruments and companies that may be directly or indirectly purchased or 
sold by PIM and for client accounts.  Such activities and interests may give rise to potential 
conflicts of interest.  These include, among others, the following: 
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Firm personnel may have varying levels of economic and other interests in accounts or 
products promoted or managed by such personnel as compared to other accounts or 
products promoted or managed by them.  While the allocation of investment opportunities 
among the firm and the client accounts may raise potential conflicts because of financial 
or other interests of the firm or its personnel, PIM will not make allocation decisions solely 
based on such factors. PIM has a Trade Allocation and Aggregation policy that deals with 
these potential conflicts of interest. See “Brokerage Practices.” 
 
PIM will give advice to and make investment decisions for client accounts as it believes is 
consistent with appropriate treatment of the client accounts.  Advice given to one or more 
client accounts or investment decisions made for these accounts may differ from, and may 
conflict with, advice given or investment decisions made for the firm.  PIM manages all 
portfolios consistent with the respective investment strategy of each portfolio, and takes 
into consideration any client specific guidelines or restrictions.  Due to the factors listed, 
as well as issues such as the opening date of a portfolio and account cash flows, all 
portfolios within a specific strategy may not reflect the same holdings.  
 

BROKERAGE PRACTICES [Item 12] 
 
Broker-Dealer Selection  

 
In selecting broker-dealers, PIM will generally seek the best combination of net price and 
execution for client accounts and may consider other factors, including: the broker's trading 
expertise, stature in the industry, execution ability, facilities, clearing capabilities and 
financial services offered, long-term relations with our firm, reliability and financial 
responsibility, timing and size of order and execution, difficulty of execution, current 
market conditions and depth of the market.  In order to measure the effectiveness of our 
trading strategy, we compare our executions against data compiled by an independent 
trading analytics provider, for the day of the trade. This data is reviewed periodically by 
our Best Execution Committee to ensure that our trading strategy is working, and the 
brokers are providing the best possible executions.  PIM’s experience in attempting to 
obtain best execution and in assessing it is further illustrated by the following: 
 
PIM utilizes an analyst voting process to rate brokers and determine commission budget 
allocations.  Votes are taken quarterly by the firm’s Research Analysts.  Factors affecting 
such votes include the quality and quantity of research provided and assistance with access 
to management and management meetings.  In addition, on an ongoing basis, PIM’s 
Traders assess the execution capabilities of each broker who receives votes and budget 
allocations.  If execution issues arise with any broker, the Traders may put the broker on a 
watch list or a restricted list.   In other words, PIM generally considers the amount and 
nature of research, execution and other services provided by broker-dealers, as well as the 
extent to which such services are relied on, and attempts to allocate a portion of the 
brokerage business of its clients on the basis of that consideration.  PIM endeavors to 
allocate sufficient commissions to broker-dealers that have provided them with research to 
ensure continued receipt of research it believes is useful to its overall research process and 
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thus to client portfolios in general.  Actual brokerage commissions received by a broker-
dealer may be more or less than the suggested allocations. 
  
Once orders have been generated, they are sent to our trading desk to be executed.  Orders 
are generally entered with strict trading limits.  These limits mean we are controlling price 
at the point of entry.   Limit order prices are reviewed daily by our Portfolio Managers and 
Research Analysts, and may be adjusted based upon current news or market conditions.  
To the extent that price and spread are significant factors in a best execution analysis, PIM’s 
limit order trading strategy removes the price component from the equation.   
PIM generally routes the majority of its orders to brokers for execution electronically 
(either directly to a broker or through various ECN/matching networks). These services 
may provide low cost commissions as well as high quality executions and anonymity in 
the market.   
 
As mentioned above, PIM has a Best Execution Committee that meets quarterly to review 
the current trading budget, as well as how our commission dollars were spent during the 
previous quarter.   Other responsibilities include: 
 
*preparation of guidelines for selection and review of brokers and broker allocations; 
 
*formulation and oversight of the firm’s other brokerage and trade related policies, 
including the firm’s: error correction policy; soft dollar policies; client directed brokerage 
policies; general bunching and trade allocation policies; and IPO allocation policies; 
 
*evaluation of execution quality information, and implementation of appropriate changes 
in firm policy based on such information; and  
 
*periodic review of compensation paid to brokers over selected periods of time to 
determine if such compensation is reasonable in relation to the benefits received by PIM 
and its clients.  
 
From time to time, clients may ask PIM for feedback or suggestions with regard to the use 
of certain broker-dealers and/or custodians.  While PIM is never involved in the decision-
making process with the client, we may offer some information based on our experiences 
with certain firms and we may make introductions if requested.  PIM receives no economic 
benefit for any introduction it may make. 
 
Research and Other Soft Dollar Benefits  

 

PIM does not obligate itself to seek the lowest transaction charge in all cases, except to the 
extent that it contributes to the overall goal of obtaining the best results for the client. A 
higher transaction charge on exchange and over-the-counter trades may be considered 
reasonable in light of the value of the brokerage and research services provided. These 
services are of the type described in Section 28(e) of the Securities Exchange Act of 1934 
(“Section 28(e)”) and are designed to augment our internal research and investment-
strategy capabilities.  
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PIM currently has soft dollar arrangements with brokerage firms that execute transactions 
on behalf of PIM's clients (the "Soft Dollar Brokers").  When PIM uses client brokerage 
commissions (or markups or markdowns) to obtain research or other products or services, 
PIM receives a benefit because it does not have to produce or pay for the research, products 
or services.  PIM seeks to control this process by limiting the services it pays for using soft 
dollars to those that fall squarely within the safe harbor of Section 28(e) as more 
particularly described below. 
 
Pursuant to PIM’s soft dollar arrangements, the Soft Dollar Brokers pay for research 
products and services (including statistical corporate data, real time and historical securities 
quotes, valuation services, text retrieval, pricing and analytical services, and company 
lawsuit and legal liability data and analysis).  The portion of such products and services 
that assist in the investment decision-making process and execution related products and 
services are paid for in soft dollars. The non-research portion is paid for by PIM in hard 
dollars.  If research products or services received by PIM have a mixed use, PIM will 
allocate in good faith the cost of such service or product accordingly.  Any such allocation 
may create a conflict of interest for PIM.   
 
Soft dollar services may be used for any or all of PIM's clients' accounts and there may be 
no correlation between the amount of brokerage commissions generated by a particular 
client and the indirect benefits received by the client.  Products and services received by 
PIM or its affiliates from brokers in connection with brokerage services provided to certain 
client accounts may disproportionately benefit other client accounts based on the relative 
amounts of brokerage services provided to the client accounts, and PIM does not seek to 
allocate soft dollar benefits proportionately to the soft dollar credits the accounts generate. 
 
PIM endeavors to continuously reduce its commission rates for all types of brokers.   
 

Aggregation of Trades 

 
PIM generally manages client accounts on a discretionary basis.  Thus, PIM has the 
authority and responsibility to formulate investment strategy on clients' behalf, including 
deciding what securities to buy and sell, when to buy and sell, and in what amounts, in 
accordance with the client’s account objective. PIM also has discretionary authority to 
execute trades through its trading desk.  
 
Securities traded for the Client accounts may, but are not required to, be aggregated with 
trades for other funds or accounts managed by the firm.  When transactions are aggregated 
but it is not possible to receive the same price or execution on the entire volume of 
securities purchased or sold, the various prices may be averaged, and the Client accounts 
will be charged or credited with the average price.  Thus, the effect of the aggregation may 
operate on some occasions to the disadvantage of the Client accounts. 
 
All trade orders are allocated among managed account portfolios of the same or similar 
mandates at the time of trade creation / initial order preparation.  Depending on the nature 
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of the trade, the order creation may be done in an automated fashion using PIM’s portfolio 
management system (e.g., if the trade is an increase or trim of an existing position) or 
manually by one of our Portfolio Management Administrators (e.g., in connection with 
account level rebalancing or selling for taxable accounts where required to minimize taxes).  
Factors affecting order creation include availability of cash, existence of client imposed 
trading restrictions or prohibitions, trading holds or halts imposed by a portfolio manager 
or a recognized exchange, and the tax status of the account.   We may bunch or aggregate 
like orders or free business trades, but allocation is determined before any order is given to 
a broker.    
 
Brokers are selected and orders are entered with strict trading limits.  Orders may be sent 
to multiple brokers, and as a result prices may vary for clients depending upon the 
execution prices at each broker.  Prices for trades executed at different times on orders sent 
to one broker are averaged.  When we have a large trade pending in the same security that 
cannot be entered as one block trade based on client directed brokerage, we rotate the 
sequence in which the order is entered.  If we receive partial executions of any block trade, 
the portion executed is generally allocated on a pro-rata basis; however, we may allocate a 
partially executed order differently in order to prevent a client from paying minimum ticket 
charges, and being subject to higher total commission charges.  Client directed brokerage 
may prevent certain orders from being aggregated with orders for other managed accounts 
resulting in different prices and commission rates than other client orders for the same 
security. 
 

REVIEW OF ACCOUNTS [Item 13] 

 

Review of Accounts 

 
Security Selection Review: Prior to purchase or sale, each security is reviewed by a 
combination of the following individuals: Richard S. Pzena (PIM's Chief Executive Officer 
and Co-Chief Investment Officer); John P. Goetz (PIM's Managing Principal and Co-Chief 
Investment Officer); Manoj Tandon (Principal and Director of Research); and applicable 
in-house Portfolio Managers and Research Analysts.   
 
Trading Review:   Every morning, all pending trades are reviewed by a combination of the 
above-mentioned individuals, and PIM's Research Analysts, Traders and Portfolio 
Management Administrators.  Strategic limits are set for that day’s trading, and any items 
that may impact any security with a pending trade are discussed.  
 
Account Review:  At regularly held portfolio review meetings, all Portfolio Managers, 
Research Analysts and Portfolio Management Administrators review the current 
investment strategy, and current holdings in each portfolio.  Issues such as turnover, 
security weighting and sector weighting are all reviewed to be sure we are following both 
firm and client guidelines.  Model changes, priority buys, sells and trims are set at these 
meetings.  Our Portfolio Management Administrators review and rebalance accounts 
periodically or as required by account or trading activity under the guidance of our Chief 
Executive Officer, Portfolio Managers and Co-Chief Investment Officer.  
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Client Reports  

 

Quarterly Investment Management Reports: After the close of each full quarter, clients 
receive a written report of the valuation of each of the securities in their account (average 
cost, current market value, yield, and estimated annual income), the asset allocation in the 
account and PIM's investment strategy and market outlook. The report also includes 
performance data for the quarter and other relevant points in time.   
 
 
 
 
CLIENT REFERRALS AND OTHER COMPENSATION [Item 14] 

 

PIM does not currently engage in written referral agreements. PIM previously entered into 
a written referral agreement with an unaffiliated entity, for which cash payments continue 
to be made.  Cash fees paid to the entity are based solely on a percentage of revenues 
collected. Officers, employees and members of PIM may make client referrals and may 
benefit from such referrals. There is no additional fee to clients as a result of any of these 
referral arrangements.  
 
 
CUSTODY [Item 15] 

 

Since PIM has constructive custody of certain client funds, a qualified custodian sends 
quarterly account statements which those clients should carefully review.  PIM also sends 
account statements to clients; clients are urged to compare the account statements from the 
qualified custodian with those received from PIM. 
 
 
INVESTMENT DISCRETION [Item 16] 

 
Accounts are generally managed on a discretionary basis pursuant to a grant of authority 
in the advisory agreement.  Pursuant to this authority, PIM has the authority and 
responsibility to formulate investment strategy on behalf of clients, including deciding 
which securities to buy and sell, when to buy and sell, and in what amounts, in accordance 
with agreed-upon objectives.  Each account is separately maintained consistent with PIM's 
investment approach and the client's investment goals.  Clients may impose reasonable 
restrictions on the management of their accounts, subject to PIM’s acceptance of these 
restrictions. 
 
 

VOTING CLIENT SECURITIES [Item 17] 

 
PIM's proxy voting process is the same for all client accounts managed by PIM where the 
client has given PIM the proxy voting authority.  Each proxy that is to be voted by PIM is 
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evaluated on the basis of what is in the best interests of the shareholder and shareholder 
value.  Where applicable, PIM also will consider any specific guidelines designated in 
writing by a client.  Pending votes and proxies are forwarded to the Research Analyst who 
is responsible for the company soliciting the proxy.  The Research Analyst will then make 
his/her voting decision with respect to the proposals in the proxy.  If such Research Analyst 
also beneficially owns shares of the company in his/her personal trading accounts, the 
Research Analyst must complete a special “Disclosure of Personal Holdings Form,” and 
the Director of Research must sign off on the Research Analyst’s votes for that company.  
 
In evaluating proxy issues, PIM has engaged an outside vendor, Institutional Shareholder 
Services (“ISS”), to identify and flag factual issues of relevance and importance. We also 
will use information gathered as a result of the in-depth research and ongoing company 
analyses performed by our investment team in making buy, sell and hold decisions for our 
client portfolios. This process includes periodic meetings with senior management of 
portfolio companies.  PIM may also consider information from other sources, including the 
management of a company presenting a proposal, shareholder groups, and other 
independent proxy research services.  Unless a particular proposal or the particular 
circumstances of a company suggest otherwise, proposals regarding the following issues 
generally shall be voted in accordance with written voting guidelines that have been 
formulated by PIM's Proxy Voting Committee: election of directors; make-up of audit, 
nomination and compensation committees; separation of Chairman and Chief Executive 
Officer positions; appointment of auditors; employee incentive programs; financings; 
acquisitions; stock splits; increases in shares of capital stock; social issues; anti-takeover 
measures; classified boards; director or auditor conflicts; changes in shareholders’ rights; 
super majority votes for business combinations; and open-ended “other business” 
questions.  The Proxy Voting Committee consists of PIM’s Director of Research, its Chief 
Compliance Officer and at least one Portfolio Manager.  The guidelines are reviewed and 
changed periodically in light of trends and developments in corporate governance.    
 
If a Research Analyst desires to vote contrary to PIM’s written voting guidelines on a 
particular issue, the Chief Investment Officers and/or Director of Research will determine 
how to vote based on the Research Analyst’s recommendation and the long-term impact 
such vote will have on securities held in the applicable client accounts. 
 
PIM subscribes to a proxy monitor and voting agent service offered by ISS.  Under the 
written agreement between ISS and PIM, ISS provides a proxy analysis with research and 
a vote recommendation for each shareholder meeting of the companies in our client 
portfolios.  They also vote, record and generate a voting activity report for our clients.  PIM 
retains responsibility for instructing ISS how to vote, and we still apply our own proxy 
voting guidelines when voting as described above.  Proxies for securities on loan through 
securities lending programs will generally not be voted, as PIM’s clients (not PIM) control 
these securities lending decisions. 
 
Where a new client has funded its account by delivering a portfolio of securities for PIM 
to liquidate and the record date to vote a proxy for one of those securities falls on a day 
when we are temporarily holding the position (because we were still executing or waiting 
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for settlement), we will vote the shares.  For these votes only, we will defer to ISS’s 
recommendations, since we may not have first-hand knowledge of the companies and 
cannot devote research time to them. 
 
PIM's proxy voting policies and procedures also set forth our policies and procedures 
relating to the monitoring of corporate actions, and the detection and resolution of conflicts 
of interest with respect to proxies of portfolio companies.  With respect to corporate 
actions, PIM’s policy is to work with the clients’ custodians regarding pending corporate 
actions.   
 
PIM’s Proxy Voting Policy specifically states that PIM shall not have any responsibility to 
initiate, consider or participate in any bankruptcy, class action or other litigation against or 
involving any issue of securities held in or formerly held in a client account or to advise or 
take any action on behalf of a client or former client with respect to any such actions or 
litigation.   
 
With respect to conflicts, PIM has identified the following areas with potential conflicts of 
interest:  
 
*Where PIM manages assets affiliated with a publicly traded company, and also holds that 
company’s or an affiliated company’s securities in one or more client portfolios. 
 
*Where PIM manages the assets of a proponent of a shareholder proposal for a company 
whose securities are in one or more client portfolios.  
 
*Where PIM has a client relationship with an individual who is a corporate director, or a 
candidate for a corporate directorship of a public company whose securities are in one or 
more client portfolios.  
 
*Where a PIM officer, director or employee, or an immediate family member thereof is a 
corporate director, or a candidate for a corporate directorship of a public company whose 
securities are in one or more client portfolios.  For purposes hereof, an immediate family 
member shall be a spouse, child, parent, or sibling. 
   
Our proxy voting policies provide for various methods of dealing with these and any other 
conflict scenarios subsequently identified by us, including notifying clients and seeking 
their consent or instructions on how to vote, and deferring to the recommendation of ISS 
where a conflict exists.  
   
Clients may obtain a copy of PIM’s current written proxy voting policies and procedures 
and/or a copy of the voting activity report generated by ISS for their account,  by calling 
Joan Berger at (212) 355-1600, or writing to her at Pzena Investment Management, LLC, 
320 Park Avenue, 8th Floor, New York, New York, 10022, or at berger@pzena.com. 
 
 

FINANCIAL INFORMATION [Item 18]  
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PIM does not require or solicit prepayment of more than $1,200 in fees per client six 
months or more in advance and, thus, has not included a balance sheet of its most recent 
fiscal year.  PIM is not aware of any financial condition that is reasonably likely to impair 
its ability meet its contractual commitments to clients, nor has PIM been the subject of a 
bankruptcy petition at any time during the past ten years. 


